Political future markets, in which investors bet on election outcomes, are often thought a recent invention. Such markets in fact have a long history in many Western countries.
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Election betting markets have been growing in popularity. These markets are chiefly an internet phenomenon, leveraging the ability of a large number of participants to quickly and cheaply place wagers on the outcome of upcoming elections. The first such market, the Iowa Political Stock Market, was founded in 1988 and involved a few hundred traders playing for modest stakes. The more recent incarnations, most prominently Intrade and Betfair, have thousands of traders making millions of dollars in wagers. There is strong evidence that prices in these markets provide accurate forecasts of election outcomes. 1 The prominence of internet election markets often obscures the long history of such markets. While it is often claimed that election markets are a recent phenomenon, in Rhode and Strumpf (2004) we document that bets on presidential elections have occurred in the United States for over a century. In this paper we show that such markets are even older and that betting on elections has been going on for hundreds of years in many western countries. The 20th Century is distinguished less by the creation of betting markets, but rather by their absence in the middle of the century.
This chapter discusses the historical evolution of the legality and microstructure of political betting markets in several countries. The structure, operation, and public prominence of these markets reflect the prevailing culture and electoral institutions. It is important to note a potential limitation. Largely due to language issues our analysis is centered on Anglophone countries. This might not be significant problem since political betting markets require at a minimum some form of popular vote and typically an independent media source to report the resulting prices. In the pre-20 th century period we focus on, these conditions were primarily found in the Englishspeaking world. Still we return to this issue in the conclusion.
I. Early Markets: Italian City States and the Vatican
In Italy there were historical markets on both civic elections and the papacy.
Betting was common in the Italian city-states in the early modern period, 1500-1700. 3 In addition to voting, selection to public office often included intentional randomization, for example, drawing lots to name the nominators or candidates. In Venice and Genoa, gambling on the outcome of such contests was popular. Bellhouse suggests that the Genoese lottery, one of the first modern numbers games, originated with betting on the drawing of lotspulling balls associated with specific candidates from an urn. 4 Political betting continued into Italy's recent history including, at times, as part of its national lotto (established in 1863). As an example, in the pivotal 1948 election, the state-run lottery experimented with a betting pool on the composition of parliament.
Gamblers have also long wagered on the selection to offices in the Catholic
Church. Quotes of betting odds on papal succession appear as early as 1503 when such wagering was already considered "an old practice."3 of 1549, the Venetian ambassador Matteo Dandolo observed that the Roman "merchants are very well informed about the state of the poll, and … the cardinals' attendants in
Conclave go partners with them in wagers, which thus causes many tens of thousands of crowns to change hands." 6 Odds were offered not only on which candidate among the 'papabile' would win but also on when the conclave would end. About two months into this long and conflict-filled process, the market odds were 10 to 1 (implying a probability of approximately 9 percent) that this conclave would never elect a pope. There is little information about the operation of "market for majorities" for the elections of December 1918 and November 1922. 21 But the market on the December 1923 election was apparently the largest to date, with over £100,000 changing hands. (This is the equivalent of $6.1m in 2010 purchasing power as measured by consumer prices.) 22 The market price indicated the Conservatives would hold a small majority. But the vote yielded a hung parliament with the Conservatives winning more seats than any other single party but an effective minority relative to the whole. This outcome resulted in large losses for bettors taking the Conservative side and considerable squabbling over the nature of the betting contract. Specifically some who bought the Tory side of a Conservative majority bet argued their liability was limited when the majority reached zero. But they were made to cover the entire deficit. Over the next two elections, brokers shifted to bet on the number of party seats won and not on the size of majorities. 23 Since bettors continue to be able to set the size of their per seat wager, seat totals are also a version of spread bets.
[ Table 1 here]
The political situation remained unstable and a new election was called for October 1924. Labor, which was in power, was initially expected to expand its majority.
But the campaign featuring "Red Scare" tactics by the right-wing press led to the shift voters. In 1929, the Daily Express mused that "London has never been famous for knowing much about British politics, and the Stock Exchange has been rather notorious for knowing even less than the rest of London." 32 While absolute accuracy declined, this seemed largely due to increasingly difficult political contests in which to forecast. It is important to note that the markets still outperformed the other available forecasts from pundits, big bettors, and straw polls (scientific polls did not yet exist, making the market forecasts that much more impressive). As Beers writes, the Stock Exchange predictions "appear to be no worse, and usually slightly better, indicators" than forecasts based on polling or expert opinion. Spread bets also must forecast a more challenging outcome than traditional binary wagers: while the seat totals were faulty, the markets still managed to correctly predict the winning party or coalition in all but one election. In Beers'
words, "predicting electoral outcomes in three-party first-past-the-post political systems is a notoriously tricky business." Several features of the modern political markets' microstructure were notable: the stakes were anonymously wagered; much of the activities focused on party odds rather than the "majorities" common in the Stock Exchange period 40 ; house profit rates initially averaged about 7 percent (taking in ₤107 for every ₤100 it paid out) 41 ; and professional bookmakers set the fixed lines rather than accept bets in the form of pools.
This last feature mattered at times when, for example, Mr. Hill set a line too favorable to a candidate he supported. 42 Odds makers such as Ron Pollard of Ladbrokes became celebrities, providing color analysis on election night television news. 43 In 1965, the London bookmakers began offering odds on the German election contests. And in early in 2010). This was purportedly the largest total ever taken on a single event. 44 British markets also opened on American elections, a good thirty years prior to the return of a legal election market in the U.S. It was estimated that $100m exchanged hands ($1540m in 2010) following the 1972 presidential election. 45 Despite complaints about the immorality of such wagering, the British betting public never looked back. wagered over the outcome of no confidence votes, the timing of the elections, and the composition of the new majority. In the remainder of the section we discuss several of these countries in more detail. 47 Ireland has had political betting markets as long as the United Kingdom. In the 18 th Century, these were primarily person-to-person bets and formal markets did not exist. Prior to the Union of Great Britain and Ireland in 1801, the wagers tended to focus on political events outside of Ireland such as the odds on the American Revolution ending, whether peace would be declared in the Anglo-Dutch War, or the election of the King of Poland. 48 There were also several bets reported on elections for the British Parliament. 49 Similar person-to-person wagers continued in the thirty years following the Union, with one addition that there were also bets on acts of Parliament related to Ireland. 50 There are no reports of betting markets starting in 1830 and continuing for the next hundred years. It is unclear whether this is due to an absence of such bets or a censoring of newspaper articles due to the conservative mores of the Victorian era. One exception is that there was some coverage of Canadian elections in the 1890s and 1910s
and of US election markets in the late 1890s and early 1900s. 51 There were also nonmonetary wagers at this time, though apparently not at the scale or intensity of those in the United States which are discussed later. 52 Betting seems to have returned during the well as coverage of UK Parliamentary elections where insurance companies played a role in setting odds and offering policies. 53 Following the creation of the State of Ireland in 1937, there was some mention of election betting for both the ceremonial president as well as Parliament. 54 Political bets continued to grow in prominence with a member of Parliament even serving as a bookmaker. 55 Wagers on both domestic and international elections were definitely present at the time of their revival in the UK in the 1960s. 56 The markets continued to grow up to the present day.
Election betting in Australia existed at least since the 1940s (there were also occasional mentions of informal person-to-person betting date which back to before after the establishment of the Commonwealth of Australia in 1901). 57 The greatest activity appeared to be in major cities such as Canberra, Melbourne, and Sydney, where bookmakers as well as sporting clubs posted odds on both state and federal elections. 58 Such betting, and their newspaper coverage, was reduced since election wagers were illegal with fines set by the Federal Electoral Act. 59 Despite this law, newspaper articles listed bet amounts and broad descriptions of individual bettors (including an unnamed senior Cabinet Minister). 60 While most bets involved modest stakes, some bettors in the 1949 federal election had stakes of ₤4000 or $151k in 2010 (The 1949 election marked the departure of the Labor Party, which would not return to office for over twenty years).
Election betting odds from other countries were also reported as a means of handicapping their races. There were reports on US presidential betting odds starting in the late 1890s
and continuing through the 1940s and also on UK parliamentary betting odds during the late 1940s and early 1950s. 61 This reporting on international odds was common in other commonwealth countries as the discussion below shows.
Election betting was also prevalent in New Zealand during the late 19 th and early 20th century. The island's newspapers did not publish the local betting odds--this was apparently illegal--but rather ran frequent admonitions against betting. 62 Freak bets, non-monetary wagers, were common and considered harmless. There was a celebrated case involving a former New Zealand Premier and future Chief Justice, Robert Stout, where his enemies accused him of corruption for using an agent to buy votes through election bets. That is, the agent agreed to bet with a voter who received the stake if the principal won the race. 63 The newspapers also reported about election betting in the US 77 Political wagering became especially intense during the partisan conflicts of the Jacksonian era. 78 The practice fit into the spirit of campaigning in this period with its torch-lit parades, chanting partisans, hard cider, and captive newspapers.
In this era, most press outlets were closely tied to the political machines of either the Democrats or the Whigs. Newspapers were at the heart of much of the early betting activity. 79 Many of the election betting articles that appeared in the press were boasts or challenges rather than reports of actual wagers transacted. As one instance, "to test the sincerity" of local supporters of Gen. Jackson who "express their entire confidence in the success of their favorite candidate," John Leach issued a slate of a dozen bets in his local newspaper during the 1828 contest. 80 The Albany Argus, voice of the New York regency, published its own list of challenges in 1832 and 1836. 81 Similar advertisements to wager appear during most other major elections of the period. 82 We know that it was not all bluster; real money was wagered. 87 As another indication of the involvement of elected officials, the Washington DC correspondent for the North American reported in early 1840: "Some heavy bets were made between members of the House, to-day, on the approaching Presidential Election." 88 Election betting in 1840 was carried on as never before. 89 The 1844 contest between Henry Clay and James Polk witnessed an even greater flurry of betting. 90 Press reports indicate more than $6 million $180m in 2010 dollars) changed hands in New York in the 1844 contest between Clay and Polk. Using the magnitude and direction of betting on elections was also explicitly considered.
But such wagering was judged immoral and too closely tied to electioneering propaganda to be a reliable source of information. Instead conducting and reporting on (unscientific) straw polls of potential votes became common. 
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Wagering on elections became highly controversial. In 1840, Van Buren supporters charged British gold was being invested in "bragging bets" and "buying votes" in favor of Harrison. 94 In turn, in the aftermath of the 1844 contest, the Whigs protested that a combination of gamblers favoring Polk had committed voting fraud using the winnings from election bets to defray their expenses. 95 New York Governor Silas Wright complained vigorously in his 1845 message to the state legislature of "the extensive and rapidly increasing practice of betting upon elections, and the interested and selfish, and corrupting tendencies which it exerts upon the election itself." Wright urged the legislature to make election betting a criminal offense. 96 The evangelical reform movements associated with the "Second Great Awakening" also preached long and hard against election betting. 104 It is unclear whether both sides actually staked this wager. Such even-money boasts do not provide a meaningful set of odds concerning which candidate would win the election.
But markets generating such odds would soon come. neighboring Democratic/Tammany-oriented Hoffman House. 106 The Metropol and Waldorf Astoria were also locations for betting on elections. The leading bet commissioner, or stakeholder, in the public eye was Charles Mahoney, who held sway at the Hoffman House until 1910. 107 Over most of this period, the standard betting and commission structure was for the betting commissioner to hold the stakes of both parties and charge a 5 percent commission on the winnings. If the commissioner trusted the credit-worthiness of the bettors, it was not necessary to actually place the stakes and instead the signed memorandum or letter of obligation sufficed. [ Figure 2 here]
The environment for election bets became less favorable starting around 1910.
The key developments were changes in tax laws, New York state anti-gambling legislation, and the public attitudes towards organized financial markets. The HartAgnew act was passed by the New York legislature in 1908 to outlaw professional bookmaking employing written bets (and was extended to cover oral bets in 1910). The prohibition was directed primarily against horse racing and the Tammany-linked Metropolitan Turf Association, but the law's passage also reduced betting on elections for several years.
In 1912, the New York Curb Association publicly reminded its members that placing bets was contrary to New York laws. "Any member found betting, placing bets, or reporting alleged bets to the press will be charged with action detrimental to the interest of the association, which may lead to his suspension." 110 The betting commissioners in the financial district initially responded by revising their contract form -creating a memorandum between "friends" to transfer money conditional on the election outcome-and by raising the commission rates to reflect their increased legal exposure. There was some talk of moving operations to New Jersey and many commissioners reduced or stopped keeping book. 111 were zero-sum entertainment activities whose outcomes did not affect the broader world.
But unlike with sporting events, betting on elections potentially belonged in the riskinsurance category and the information it provided had real-world value. One could readily imagine a risk-averse owner of an investment project betting for a candidate unfavorable to the project to hedge against a "bad" election outcome. However, in practice it appears that bets were partisan in the sense that bettors took the side of their The press attention devoted to the Wall Street betting odds was due in part to the absence of creditable alternatives. In the early years of the 20 th century, the only other information available concerning future election outcomes came from the results from early-season barometer contests (such as the mid-September contest in Maine), overtly partisan canvasses, and unrepresentative straw polls. 113 Over the 1894-1918 period, the New York Herald published the results of its massive straw polls in the weeks leading up to election day. In November 1916, for example, it reported its tabulations of nearly onequarter million straw ballots collected from across the country. 114 In [ Figure 3 here]
Other factors also contributed to the demise of the Wall Street betting market.
Several of the pre-eminent betting commissioners active in election wagering left the trade either due to death by natural causes (John Doyle) or to gang-land slayings (Sam Boston). 116 La Guardia's general crack-down on illegal gambling, including "raids on brokers' offices" also made it "difficult to find betting commissioners in the financial district" by 1944. 117 1916 1920 1924 1928 1932 1936 1940 1944 1948 Wall Street Betting Odds physicists James Griffiths (one of the developers of radar) and (Bernard) Rollin in August
